California
‘ Hospital
Association

June 4, 2026

The Honorable Jesse Gabriel The Honorable John Laird

Chair, Assembly Budget Committee Chair, Senate Budget and Fiscal Review Committee
1021 O Street, Suite 8230 1020 N. Street, Room 502

Sacramento, CA 95814 Sacramento, CA 95814

SUBJECT: Final Budget Agreement Must Include Augmentation for Medi-Cal Fee-for-Service
Hospital Payment Rates

Dear Chairs Gabriel and Laird:

The California Hospital Association (CHA), on behalf of nearly 400 hospitals and health systems, respectfully
urges you to include an augmentation for Medi-Cal fee-for-service (FFS) hospital reimbursement rates in the
final 2026-27 state budget agreement.

Specifically, funding is needed to improve both inpatient and outpatient hospital payment rates within
the Medi-Cal FFS delivery system.

California hospitals are already facing unprecedented financial challenges, which will only grow as the full
brunt of recent federal budget actions are realized in the coming years. The lingering effects of the COVID-19
pandemic, sustained workforce shortages, rising labor and supply costs, increasing demand for behavioral
health and emergency services, and growing levels of uncompensated care continue to place extraordinary
pressure on hospitals throughout the state. Dozens and dozens of hospitals, particularly those caring for rural,
underserved, and low-income communities, are operating with razor-thin or negative margins.

These challenges are compounded by longstanding inadequacies in Medi-Cal FFS reimbursement for all
hospital services. In 2013-14, California transitioned reimbursement to a diagnosis-related group (DRG)
methodology for inpatient services furnished by all private hospitals and non-designated public hospitals.
While the DRG structure was intended to modernize the payment system by rewarding efficiency and
improving payments for higher acuity and costlier patient stays, the resultant rates have been constrained
since inception under a strict budget-neutral principle that is not required by statute. Making matters worse,
FFS rates for outpatient and emergency department services have remained unchanged for an extended
period, without meaningful enhancements or updates. As a result, reimbursement has not kept pace with the
cost of delivering care, inflationary pressures, evolving patient acuity, or the substantial investments hospitals
have to make to improve quality and access.

The state’s chosen budget-neutral approach to DRG reimbursement, alongside the decades of stagnation for
outpatient and emergency department rates, has hindered achievement of its underlying access improvement
goals. This dynamic was partially mitigated by relatively low FFS utilization following the many initiatives to
expand managed care, along with the state’s increasing reliance on directed and supplemental payment
programs. For hospitals, these programs are predominantly self-financed, without state fiscal support for the
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non-federal share. However, recent federal actions threaten to eliminate or at least significantly constrain that
balance. The One Big Beautiful Bill Act (OBBBA), together with related federal guidance affecting Medicaid
financing and eligibility policies, is expected to significantly increase the number of Californians receiving
services through Medi-Cal FFS arrangements. At the same time, OBBBA will reduce federal support available
to states and providers to make up for the growing shortfalls.

As more patients move into the FFS system and with dwindling-to-no prospects for offsetting
uncompensated costs through self-financed directed or supplemental payments, California's outdated and
underfunded FFS hospital payment rates are becoming increasingly unsustainable. Hospitals will be expected
to care for a growing number of Medi-Cal beneficiaries under payment methodologies that already fail to
cover the cost of care. At the same time, federal policy changes are expected to increase the number of
uninsured Californians, further expanding uncompensated care obligations for hospitals. Unlike many other
Medi-Cal financing mechanisms, augmenting FFS base rates provides a transparent, predictable, and
administratively efficient method for improving access to care and supporting provider participation.

Without state action, the combined effect of reduced reimbursement, increased uncompensated care, and
greater reliance on the FFS delivery system will jeopardize access to essential health care services across
California. Hospitals may be forced to reduce services, delay investments, limit access points, or make other
difficult decisions that threaten patient care and community health. Given these risks, now is the appropriate
time to make targeted investments that reinforce core Medi-Cal infrastructure before access challenges
become more acute and more costly to address.

California has long demonstrated its commitment to maintaining a strong health care safety net. To preserve
access to care for Medi-Cal beneficiaries and all Californians, the final budget agreement should include
an augmentation to improve both inpatient and outpatient Medi-Cal FFS hospital reimbursement rates.

Such an investment would help align payments more closely with the cost of care, support provider and
overall program stability, and ensure that hospitals can continue serving as the backbone of California's health
care delivery system during a period of significant federal uncertainty. This would be the most effective
investment to directly stabilize the FFS system on the cusp of it being far more prominent in Medi-Cal. In
addition, it should also improve managed care access over time, given that FFS reimbursement levels are often
used as a benchmark or starting place for hospital negotiated payments with insurance plans.

We appreciate your leadership and ongoing commitment to protecting access to care for California's most
vulnerable. We look forward to working with you and the administration so that the final budget provides the
resources necessary to sustain California's hospitals and the communities they serve.

Sincerely,
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Mark Farouk
Vice President, State Advocacy

cc: Honorable Members Senate Budget and Fiscal Review Committee
Honorable Members Assembly Budget Committee
Scott Ogus, Deputy Staff Director, Senate Budget Committee
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Patrick Le, Consultant, Assembly Budget Committee

Anthony Archie, Consultant, Senate Budget Republican Caucus
Eric Dietz, Consultant, Assembly Republican Caucus

Richard Figueroa, Deputy Cabinet Secretary, Governor’s Office
Joe Stephenshaw, Director, Department of Finance
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